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What AreWe Trying to Achieve
In This Session?



What We Are Trying To Achieve I n this Session?

| ntroducelr eview basic macr oeconomic
concepts and common measur ements of
macr oeconomic conditions.

Review key policy deter minants and how they
affect macr oeconomic conditions.

Examine characteristics of macroeconomic
crises and possible policy responses.

Discuss toolsto stimulate economic growth.

Apply these conceptsto a case study.



Macro-Level Economic Development in Theory and Practice

M acr oeconomic Policies & Strategies M atter ...

They provide the environment and foundation for
Industry-level and firm-level activities.

They can either stimulate or retard long-term growth.

They directly or indirectly impact economic and per sonal
well-being.

They frame changes in approach.

They yield different development paths.



MACRO STRATEGIES HAVE EVOLVED OVER TIME

Industrialization
and Economic
“Take-off”

‘ Development Planning I

Import Substitution in Selected

Regions and Countries

Export Promotion in Selected
Regions and Countries

Basic Needs
Fulfillment

Private Enterprise

Development

Competitiveness,
Globalization




The Magic of Macro-Level Economic Development in Theory and Practice

Regional macr o experiences have varied.

Latin America— strategy changes, coping with
Instability.

East Asia— basket caseto miracleto financial excess.
South Asia—challenged by widespread poverty.

Africa—a“basic need” for economic growth
foundations.

Middle East — unleashing internal and regional markets.

Transitioning — reversing basic economic frameworks.



Why Do We Need to Understand
and Use M acr oeconomic Concepts
and Data?



% ( Why Do We Need to Understand and Use Macroeconomic Concepts and Data?

give usthetheoretical
framework, examples of experience, and best
practices needed to make sound policy and
program choices.

provide broad measur es of
economic performance as well as a snapshot of a
country’s economy - its achievements, potential,
and areas of vulnerability.



% ( Why Do We Need to Understand and Use Macroeconomic Concepts and Data?

€ GDP and GNP
€ Per capita GDP

€ Growth rates (Real versus Nominal)

€ GDP deflator
€ Consumer Price Index (CPI)
€ Producer Price Index (PPI)



% ( Why Do We Need to Understand and Use Macroeconomic Concepts and Data?

€ Nominal interest rates.
€ Real interest rates.

& Thereationship between interest rates
and the pace of economic activity.



% ( Why Do We Need to Understand and Use Macroeconomic Concepts and Data?

€ Structure - the dominant economic activities.

€ Dependence - Reliance on natural resources
or certain sectors of the economy (olil,
commodities, tourism, etc.).

€ Openness— | ntegration with outside world.

€ Growth Prospects - Driven by fundamental
strengths & weaknesses.



% ( Why Do We Need to Understand and Use Macroeconomic Concepts and Data?

&® Exportsand imports as a share of GDP.
€ Trade account/current account.

€ Capital account.

€ |nternational reserves.

€ Balance of payments.



% ( Why Do We Need to Understand and Use Macroeconomic Concepts and Data?

& Poverty rate (national, rural, and urban).
€ Poverty gap.

€ Population below $1 a day and $2 a day.
€ TheGini Index.

€ Percent share of income or consumption
by quintiles or deciles.
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SEWADOHKEYROlICY Determinants Affect M acroeconomic Conditions?

IFENeyiViiecreEconomic Policy Arenas:
Vionetary Policy
Fiscal Policy
Foreign.Excnhange Polic)

Trade and Investment Policy




L

What Isimoenetary policy?

| =4

It’ s Influencing economic activities through the
control of the money supply (typically therole of the
Central Bank).

\Wihat are the tools of monetary policy?
Open market oper ations.

Discount window.

Reserve requirementson financial institutions.
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\When do central banks/gover nments pursue “tight”
moengeiary policy?

Wheniis " expansionary” monetary policy
appropriate?

The“ideal” monetary policy outcome
IS steady, sustainable economic grovvtﬁ
that is accompanied by low inflation.
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W hat 1s fiscal

policy”

It’s managing the gover nment’s budget (typ
thejob of the Treasury or Ministry of Finan

Arebudget deficitsalwaysbad?

What are the effects of chronic budget deficits?

ig:ea)ll.ly
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Some adverse impacts of sustained budget deficits:

“Crowding out.”

“Monetizing” deficits.

How are government deficitsrelated ta
balance of payments conditions?

\d
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Foreign Exchange Policies

Real exchange rate ver sus nominal exchange
rate.

What Isa“competitive” exchangerate?
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The most prevalent

exchange r egimes:

Fixed exchangerates

FHexible exchange regime

Variations of fixed and flexible foreigr

exchange regimes

[r—
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Best Practices in Exchange Rate M anagement

Maintain an eLchange rate that facilitates
equilibrium in the overall balance of
payments.

Establish monetary authority credibility and
Independence

Keep FX reserves stable and at sufficient
levels.
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T rade and Investment Policies

Two extremes are possible:

Open Economy and

How do you describe these variants?

Most developing countries are moving toward the open
economy model with different degrees of liberalization.
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Monetary Policy
Fiscal Palicy

Foreign

Exchange Policy

Trade and
| nvestment
Policy

M acr oeconomic
Outcome/M easur ements:

FX Competitiveness
Trade Balance

FDI Flow

Capital Account & Reserves
Balance of Payments
Interest Rates
Growth

| nflation

Government’s Fiscal Health

Poverty and Social
Conditions
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\WWhat can policymakers control and not control in
terms of macroecono%ic policies and outcomes?

= money supply

=> perfect capital mobility

=> fixed exchange rate
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What Do You Do

When lThings GoWrong?



What Do You Do When Things Go Wrong?

A macroeconomic crisisis usually
__characterized by:

— Hyperinflation

Banking sector problemsand bank
runs

Currency crisis

Capital flight

Balance of payments difficulties



What Do You Do When Things Go Wrong?

Warning Signs and Symptoms of Crisis

O Over-borrowinginthe private sector

Rapidly rising real exchange rate
(overvalued)

Deteriorating fiscal balances

Overheated domestic demand and
speculation In nonproductive Sectors

(e.q., real estate)



What Do You Do When Things Go Wrong?

Warning Signs and Symptoms of Crisis. . .

Capital account problem indicators:

7 Declining reserves

/1 Real interest rate differential
(domestic and the world)

7 Rising foreign debt, both public and
private

Downgrading of soveregn risks



What Do You Do When Things Go Wrong?

Examples of shocks:

Latin America debt crisesin the 1980s. Rising
world interest rates and falling commodity

prices.

East Asian macroeconomic crises (financial
contagion) in 1997: Thal Baht devaluation, fear
of competitive devaluations and lost of investor
confidence in the region.

A BOP crisis occurswhen outflows of foregn exchange
exceeds inflews, I.e., the country Is spending more than

what It preduces and can boerrow from albroad.



What Do You Do When Things Go Wrong?

Managing Shocks and Weathering Crises

Draw down foreign exchange reserves
(usually exhausted guickly)
devaluation.

lmpose capital controls.
Introduce higher tariffs or surcharges.

Borrow foreign exchange to cover snort

term liabilities (1M F).



What Do You Do When Things Go Wrong?

Managing Shocks and Weathering Crises

Restructure foreign debt — coordinate with
lenderstoroll over or forgive short-term debts.

|mplement fundamental shiftsin monetary and
fiscal policies.

Build strong financial and regulatory
institutions.

I mprove monitoring of external liabilitiesin the
future.




What Do You Do When Things Go Wrong?

Managing Shocks and Weathering Crises. . .

Provides short-term liguidity to countries
with BOP problems.

lmposes Conditionalities on loans granted
In Installments (tranches).

Requires structural adjustment.




What Do You Do When Things Go Wrong?

Managing Shocks and Weathering Crises. . .

— ' Impacts.of monetary contraction (on-incomes).

| mpacts of fiscal contraction (on subsidies and
social programs).

Disproportionate burden and suffering among
the poor.

Ongoing debate on IMF’s “typical” approach to
structural adjustment, (e.g., whether economy
snould contract or expand during adjustment).
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What Do You Do to Stimulate Growth?

L essons L earned in Pursuing Sustainable Development:

1
Conventional Neoclassical “\Wisdom”

B Macroeconomic stability isa prereguisite for
sustainable growth.

B A growing private sector will yield the most
robust economic growth.

B [ iberalizing trade and reducing gover nment
Interference facilitates private sector-led
growth.



What Do You Do to Stimulate Growth?

L essons L earned in Pursuing Sustainable Development:

1l
The*New” Consensus

¥ Whilethe“consensus’ has merit, a rethinking of the
role of government in development is needed.

& Other important components of economic growth
should recelve mor e attention — industrial policy and
technology transfers, human capital formation,
competition policies, and the institution building.

& Thesepoliciesrequireanew rolefor the government.
However, the appropriate degree and type of
government invelvement is still being debated.



What Do You Do to Stimulate Growth?

L essons L earned in Pursuing Sustainable Development:

1
Sound Macroeconomic Policies

=» Responsible public finance (regarding deficit
spending, tax collection, etc.).

=» Stable monetary policies.
= Sound management of external finance.

=» Building strong financial institutions and capital
markets.



What Do You Do to Stimulate Growth?

L essons L ear ned in Pursuing Sustainable Development:

Many Effective Strategies are Built Around
Two“ New” Development Concepts®

P Competitiveness

? Globalization

* (They’ve actually always been around)



Competitivenessisfelt at the level of thefirm & industry.

Traditional Measure: Productivity/efficiency

Modern Measure: Holistic ability to serve clients
better than competitors (productivity/efficiency
—  — — plusinformation, agility, supply chain—

management, service, €tc.)

While competitivenessisdriven by firms and industries,

they interact with the economy and society in a cause and
effect manner.



Flow of Competitiveness

Inputs &
g Actors Outputs

Policy
Framework,
lonal/Macro Development

Gover nments,
Public/Private

Economic

& Support Partner ships 2er for manc
Programs
Industry Economic
L evel Foundations
Firm Entrepreneurial Private
Leve Activities Companies /=




ﬁ | ndicators of Competitiveness
I

| formation (amounts of saving, iInvestment,
eigh Investment)

Op i ess of economy, export growth attraction of new
ent.

man resour ce capabilities

ﬁch ology Infrastructure (scientists, engineers,
hnicians)

!J ysical infrastructure (electricity, telephones, road
density)




Global Benchmarking Scor es:
Competitiveness Foundations

100
90
80 -
70 -
60 -
50 A
40 -
30 A
20 -
10 -

B Competitiveness Foundations
Scores Worldwide

O Regiona Average =

Asian Indust. Mid. Asia Middle Latin Africa
NICs Count. East* excl. Income Amer./ N=108
NICs Europe Carib.

* Excluding Lebanon



Global Benchmarking Scor es:
Regional Economic Perfor mance

90 - B Economic Peformance |—
Scores Worldwide

@ Regiona Average

Asian Asia Latin  Indust. Middle Mid. Africa N=103
NICs excl. Amer./ Count. Income East*
NICs Carib. Europe

* Excluding Lebanon



GLOBALIZATION

Other than policy differences, national boundaries are no longer
relevant to the global economy.

" Productsarenow produced and distributed globally.
" Thedistinction between goods and servicesis now blurred.

" Producersnow competedirectly with theworld’s “ best”
producers.

" Technology and information have surpassed labor,
capital, and resources in importance.

= All factors now effectively flow freely across borders.



Globalization Heightens
Competitiveness Drivers

Challenges Opportunities

Larger, More

DlverSIerd
‘ 7‘ Markets

Competitive

Pressures ~

m Access to Technol ogy,

Need to Find New =
Pr oducts & Markets - _EEBEERN | ('::}?Ital ’ &,
7 [T e [T ml jances

Breakout from
Traditional Practices

Technology, &
- Management




Promoting Competitivenessin a Global Mar ket

| mprove the policy
environment:

B Createclear rules of
the game

m |nstall prudent
macr o management

B Reducedisincentives
and policy biases at
the sectoral level

B Minimizetransaction
costs at thefirm level

Nurture competitive
industry clusters:

B Map competitive
clusters

m Engage stakeholders

m Defineinitiatives

m | dentify champions

m | mplement
Initiatives

Enhance economic
foundations:

m Work force

m Capital

m Technology

m Infrastructure

m |nstitutional support
system
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You'rein the Hot Seat!



CASE STUDY "QUIZ”

You arekey USAID staff in the nation of Parador, a close
ally of the United States. An economic policy issue has
emerged, and you haveto brief the Mission Director and/or
Ambassador .

< Please quickly review the material prepared by the
Embassy’s Economic Attaché.

Discuss the issue with your colleagues.
| dentify a group presenter.

Deter mine and record key points on flipchart.

X X K K

Presenter, please present your arguments, in five
minutesor less! Your promotion dependson it!
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